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h d f d l dWe’re happy to provide a copy of today’s slides.  
Information will be provided at the close 

of the presentation.p

To open or close 
the control panel:
Click the red arrow

For questions during 
today’s presentation:

Q: Are the slides available?

A: Yes, more info will be provided at the end

today s presentation:
Use the question area
on your control panel

Webinar
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Common Question

Potential Client

“So…what results have your clients 
been getting since you’ve helped 
h h hthem with their compensation 
programs?”
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Right Idea, Wrong Questiong , g

Scenario:
 Company installs a phantom stock 
plan
G      d bl    i   h   Goes on to double revenues in the 
next three years

Questions:
 Is that success attributable to the 
phantom stock plan?

 What if revenues had gone down? 

66
Is the phantom stock plan to 
blame?



Potential Factors

d d New Product Introduction
 Key acquisition
 Competitor leaves the marketplace Competitor leaves the marketplace
 Caught some phenomenon in the economy at 
just the right timej g

 Etc.
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So…What Role did the Phantom 
St k Pl  Pl ?Stock Plan Play?

 Provided definition of value creation 
for business
E t bli h d h   l   ld b   Established how value would be 
shared

 Defined a financial partnership with Defined a financial partnership with 
key producers

 Increased the attraction and 
retention of premier talent (who 
drive results)
P id d    h l f  f lfilli  

88
 Provided a channel for fulfilling 
compensation philosophy



The Right Questions

How do you define 

g

How do you define 
“Success”?
Wh t i  th   l   f    What is the role of a 
compensation plan?

Ho  do  o  determine if it’s  How do you determine if it’s 
fulfilling that role?

 How do you ensure it is  How do you ensure it is 
successful in its role?
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The Key to Success—Starting 
P i tPoint

Form a Total Compensation Structure

1010



Total Compensation Structurep

 Meaning
 Types

f Benefits
 Construction

1111



Building the Structureg

StepsSteps
 Establish a Pay Philosophy

▪ Supportive of business growth plan

 Assess current practices and plans Assess current practices and plans
▪ Structure 
▪ Mindset

 Develop a Compensation GamePlanDevelop a Compensation GamePlan
▪ Compatible with business vision, model and strategy

 Design and test rewards elements
▪ Salary Ranges, Incentives, Core Benefits, Retirement Programs

 Implement a rewards management system
▪ Launch strategy
▪ Communications plan
▪ Financial and statutory oversight
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▪ Financial and statutory oversight
▪ Plan administration
▪ Strategy assessment and adjustment



Compensation Philosophyp p y

 Does the company have a written Does the company have a written 
compensation philosophy statement? 

 Does it clearly articulate what the company 
ll f d h l h lwill pay for and how it plans to share value? 

 Does it define where the company wants to 
be relative to market pay standards for be relative to market pay standards for 
salaries and total compensation?  

 Does it establish a balance between 
guaranteed and incentive pay?  

 What about between short‐term and long‐
term incentives (or what VisionLink refers to 

1313

term incentives (or what VisionLink refers to 
as value‐sharing)?



Know Your Philosophy
(S l  St t t)(Sample Statement)

 We believe in paying base p y g
salaries at the 40‐50th percentile 
but in providing unlimited upside 
earnings through value sharing

 We believe value should be 
h d h h h h lshared with those who help 
create it – Pay for Performance
W  b li   l   h i   h ld  We believe value sharing should 
be split 50/50 in rewarding short‐
term and long‐term performance

1414

term and long term performance



Assess Current Practices and Plans

 Market Pay Assessment
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Compensation GamePlan
(S l  R d ti )(Sample Recommendations)

h Realign salary ranges to market (40‐50th

Percentile)
 Redefine bonus targets (market median)
 Develop a Long‐Term Incentive Planp g
 Not interested in sharing actual equity

 Ideal plan shares a percentage of  Ideal plan shares a percentage of 

growth with  top management

1616
 No changes to core benefits or retirement



Building a structure ‐Where do you start?g y

 Typical structure development starts with 
salaries

 Four Approaches
 Pure Market Pricing g

 Traditional Grade Structure 

B db d St t   Broadband Structure 

 Hybrid Structure

1717



Pure Market Pricing Approach
Creates a fixed range of pay for positions based exclusively on market data.  Creates a fixed range of pay for positions based exclusively on market data.  
Rewards eligibility and targets are set at the position level.

Salary

Role Market Source 25th Median 75th Pros:Role Market Source 25th  Median 75th

Accountant I

Towers Watson ‐ Accountant I 38.1 42.1 43.2

Mercer ‐ Accountant Level I 35.5 37.4 39.8

Pearl Meyer ‐ Junior Accountant 40.1 44.2 47.4

Radford ‐ Accountant Entry 37.6 39.1 43.1

Pros:
Highly accurate.
Works well in very small 
companies where 
positions are common. 

Average 37.8 40.7 43.4

Salary

Role Market Source 25th  Median 75th

T W t A t t II 46 3 51 1 52 5

Cons:
Can be administratively 
burdensome.  Lack of 
relevant market data for

Accountant II 

Towers Watson ‐ Accountant II 46.3 51.1 52.5

Mercer ‐ Accountant Level II 43.1 45.4 48.3

Pearl Meyer ‐ Accountant 48.7 53.7 57.6

Radford ‐ Accountant Intermediate 45.7 47.5 52.4

Average 45.9 49.4 52.7

relevant market data for 
positions makes it 
challenging to establish a 
pay range.  

Salary

Role Market Source 25th  Median 75th

Towers Watson ‐ Accountant III 54.8 60.6 62.2

51 1 53 8 57 3

Example Use: 
A small hierarchical 
accounting firm with very 
limited rewards structure.
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Accountant Senior

Mercer ‐ Accountant Senior 51.1 53.8 57.3

Pearl Meyer ‐ Accountant Senior 57.7 63.6 68.2

Radford ‐ Senior Accountant 54.1 56.3 62.0

Average 54.4 58.6 62.4

limited rewards structure.  



Traditional Salary Structure
Positions are categorized inside of a system with many ranges, each with a minimum g y y g ,
midpoint, and maximum.  Rewards eligibility and targets are determined by level.

Pros:Min    Mid    Max

Provides narrow ranges of 
pay for all positions.  Works 
well in very large, highly 
structured promotion 
minded organizations i e :Mi Mid M

Min    Mid    Max

Min    Mid    Max

minded organizations i.e.: 
Government, Military, 
Universities.

Cons:Min    Mid    Max

Min    Mid    Max

Min    Mid    Max

Extremely Rigid.  Very little 
overlap of ranges.  Can be 
difficult to maintain and 
administer.

Min    Mid    Max

Min    Mid    Max

Example Use:
The U.S. Military, where 
promotion into a new Min    Mid    Max

Min    Mid    Max

Min    Mid    Max
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position may grant you 
access to a new level of 
reward eligibility

Min    Mid    Max

Min    Mid    Max



Broadband Structure
Positions are categorized inside a few broad ranges to allow for maximum discretion 
in pay decisions.  Rewards eligibility is flexibly determined by band. 

Pros:
Provides maximum flexibilityMinimum Midpoint Maximum Provides maximum flexibility 
for making pay decisions.  
Simple to administer.  
Focuses on lateral movement 
rather than promotion.

Executive Level BandExecutive Level Band

Minimum Midpoint Maximum

Cons:
May not provide tight 
correlation to actual market 
conditions. Actual pay, Manager Level BandManager Level Band

Minimum Midpoint Maximum

although inside the range, 
may not be tightly correlated 
to the market.

Example Use: 
A i liProfessional Level BandProfessional Level Band

Minimum Midpoint Maximum

A progressive online 
business where employees 
are encouraged to explore 
lateral moves over 
promotion.  High level of 

Minimum Midpoint Maximum

Professional Level BandProfessional Level Band

2020

promotion.  High level of 
rewards flexibility and 
eligibility is simply defined.Entry Level BandEntry Level Band



Hybrid Rewards Structure
All  f  b d fl ibilit  i id   f    i    hi h  

Min Mid Max

Allows for broad flexibility inside of a progressive pay hierarchy. 

Pros:
Combines the best of

Min Mid Max

Combines the best of 
elements of a broadband 
and traditional structure.  

Cons:  

Min Mid Max

Min Mid Max

Does not capture the full 
value of either a 
broadband or traditional 
structure.

Min Mid Max

Min Mid Max

Example Use: 
Hybrid structures are 
fairly common today.  
Because of the number 
of bands/grades it is easy 
to tie eligibility to multiple 
rewards programs.  They 
support both lateral 
movement inside the

Min Mid Max

Min Mid Max

2121

movement inside the 
grade as well as 
promotional movement to 
the next grade.

Min Mid Max



The Final Structure 

Annual Car Grade/

Salary Range

Bonus  LTIP 
Financial 
Planning 

Deferred 
Comp 

Deferred 
Comp Max 

401k 
Match  Vacation % Phantom % Phantom 

Health, 
Dental, 

Min Mid Max
1           203,531        271,375        339,219      50.0% 100% 50% 50% 5% Yes 5% $11,141 Unlimited Unlimited 15,000 20,000       
2           150,078        200,103        250,129      35.0% 75% 50% 50% 5% Yes 5% $11,141 Unlimited Unlimited 10,000 12,500       
3           119,497        159,329        199,161      25.0% 50% 100% 0% 5% Yes 5% $11,141 25                5                  5,000 8,000         
4           102,632        136,843        171,054      20.0% 25% 100% 0% 5% $6,127 25                5                  5,000
5           81,293          101,616        121,940      15.0% 5% $6,127 25                5                  5,000

$

AllowBand Sick DaysTarget Target PerkElegible MatchMax % DaysStock FV Stock AO Life

6           69,720          87,150          104,580      15.0% 5% $6,127 15              5               
7           58,564          73,205          87,846        10.0% 5% $6,127 15                5                 
8           50,176          62,720          75,264        10.0% 5% $6,127 15                5                 
9           44,038          51,809          59,580        5.0% 5% $6,127 15                5                 
10         37,211          43,777          50,344        5.0% 5% $6,127 10                5                 
11         30,784          36,217          41,649        5.0% 5% $6,127 10                5                 
12 23 562 27 720 31 878 5 0% 5% $6 127 10 5

SalaryNonqualif ied 
R ti t

12         23,562          27,720          31,878        5.0% 5% $6,127 10              5               
13         19,529          22,975          26,421        0.0% 5% $6,127 10                5                 
14         17,354          20,417          23,479        0.0% 5% $6,127 10                5                 

y

Sales
Incentives

PerformanceExecutive 
B f it Pl

Qualif ied 
Retirement 

Plans

Retirement
Plans

2222

Incentives

Growth
Incentives

Core Health
& Welfare 

Plans

Benef it Plans



Manage the Processg

L h th   t t /i l t th   h Launch the structure/implement the change
 Communications plan
 Financial and statutory oversightFinancial and statutory oversight
 Plan administration

Strategy assessment and adjustment 

Establish a  Implement a Establish a 
Pay 

Philosophy

Assess 

Develop a 
GamePlan

Design and 

Rewards 
Management 

System

2323

Assess 
Current 
Practices 
and Plans

Design and 
Test 

Rewards 
Elements



Framework:
Building a Unified Financial Vision for Growing the BusinessBuilding a Unified Financial Vision for Growing the Business

Vision

Structure

Focus
Execution

Sustained Results
Growth

Compensation
G Pl

Business 
M d l

Mindset

Sustained Results
Culture of Confidence Wealth 

Multiplier

GamePlanModel

Strategy

2424



Examine Alternatives
Qualified Retirement PlansNonqualified Retirement PlansEquity AwardsCore Health & Welfare PlansExecutive Benefit PlansSalaryShort-term Cash BonusesLong-term Cash Awards

KEY OUTCOMESKEY OUTCOMES
1) Increased focus on1) Increased focus on

Exploring Options
1) Increased focus on1) Increased focus on

longlong--term growthterm growth
2) Motivated workforce2) Motivated workforce
3) Ownership Mentality3) Ownership Mentality
4) Compensation linked4) Compensation linked

to performanceto performance

SalaryNonqualif ied 
Retirement

Plans to performanceto performance
5) Unified financial vision5) Unified financial visionSales

Incentives

PerformanceExecutive 

Qualif ied 
Retirement 

Plans

GOALS GOALS –– 3 Years3 Years
(Sample Company)(Sample Company)

Performance
Incentives

Growth
Incentives

Core Health
& Welfare 

Benef it Plans

Compensation 
Allocation

1) 70% increase in1) 70% increase in
revenuerevenue

2) Double market share2) Double market share
3) National expansion3) National expansion
4) 125% increase in4) 125% increase in

Plans

2525

4) 125% increase in4) 125% increase in
business net worthbusiness net worth



Typical Compensation Allocationyp p

Salary
Insurance

Retirement

Short Term 
Incentive



i hHigh

Variable 
(at-risk) 

Compensation

Low

L

2727

Long Short Timing



Identifying Ideal Compensation 
AllocationsAllocations

High Variability, 
Too Long-term 

High

Just Right?

Variable 
Compensation

Low Variability, 
Too Short-term 

Low
L

2828

Long Short Timing



Total Compensation Positioning
50%

p g
ili

ty

Start-up MCM

Growth MCM

nt
 V

ar
ia

b

Most private

Harvest MCM

P
ay

m
e Most private 

Companies

Short-Term Long-Term0% 50%

2929
Payout Timing

Short Term Long Term
MCM=Model Company  Mix



Establish a Performance Framework

Business Business 
FrameworkFramework

Talent Compensation  Talent Compensation  Talent 
Framework

Compensation 
Framework

Talent 
Framework

Compensation 
Framework
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Establish a Performance Framework

Phase One—Business 
Framework
 Define Growth Expectations (Vision)

▪ Key outcomes that must be achieved

D fi  B i  M d l  d S Define Business Model and Strategy
▪ Performance Engine

▪ How the company will competep y p

▪ Where are growth opportunities?

 Identify Roles and Expectations

3131

▪ Establish Performance Criteria

▪ Define “Success”



Establish a Performance Framework

Phase Two—Compensation 
Framework
 Establish a pay philosophy

▪ Expansive vs. Selective—or Hybrid

▪ Define what the company is willing to pay for

 Engineer a pay strategy
▪ Structure▪ Structure

▪ Mindset

 Adopt a “Total Rewards” Approach

3232



Total Rewards Approachpp

Positive Work  Positive Work  
Compelling FutureCompelling Future

Positive Work  Positive Work  
EnvironmentEnvironment

Opportunities for Opportunities for 
P l  d P l  d  Fi i l R dFi i l R dPersonal and Personal and 

Professional GrowthProfessional Growth
Financial RewardsFinancial Rewards

3333



Establish a Performance Framework

Phase Three—Talent 
Framework
 Identify Key Producers

▪ Meeting “success” standards

 Identify Talent “Gaps”
R iti  St t▪ Recruiting Strategy

 Communicate Expectations
▪ Define success

 Communicate Rewards
▪ Philosophy

3434
▪ Programs

▪ Value Statement



Proper View of Compensationp p

 Strategic Tool
 Not One Dimensional, it’s Multi‐Faceted

f Define:
 Role
 Outcomes
 Financial Partnership

 Communicate:
 What’s Important

3535
 Priorities



Form of PayForm of Pay PurposePurpose StandardStandard InvestmentInvestment ROIROI

SalariesSalaries
Provide for the current cash needs Provide for the current cash needs 

of our executivesof our executives
4040‐‐50th percentile for 50th percentile for 

peer grouppeer group
$500,000 $500,000 

Achieve ROA standard Achieve ROA standard 
of  0.75%of  0.75%

ShortShort‐‐term Incentivesterm Incentives
Enhance current cash payments Enhance current cash payments 
to executives for achieving top to executives for achieving top 
and bottom line annual goalsand bottom line annual goals

3030‐‐40% of base salary40% of base salary $168,000 (Target)$168,000 (Target)
15% revenue growth 15% revenue growth 
and 12% marginand 12% margin

LongLong‐‐term Incentives term Incentives 
(Cash)(Cash)

Retain execs; focus them on longRetain execs; focus them on long‐‐
term earnings growth; align with term earnings growth; align with 

shareholder interests; meet shareholder interests; meet 
wealth accumulation needswealth accumulation needs

1515‐‐20% of base salary20% of base salary $84,000 (Target)$84,000 (Target)

LongLong‐‐term growth in term growth in 
earnings (double earnings (double 

earnings = share 13% earnings = share 13% 
of new value)of new value)

LongLong‐‐term Incentives term Incentives 
(Equity)(Equity)

Retain execs; focus them on longRetain execs; focus them on long‐‐
term earnings growth; align with term earnings growth; align with 

shareholder interests; meet shareholder interests; meet 
wealth accumulation needswealth accumulation needs

1515‐‐20% of base salary20% of base salary $84,000 (Target)$84,000 (Target)

LongLong‐‐term growth in term growth in 
earnings (double earnings (double 

earnings = share 13% earnings = share 13% 
of new value)of new value)

Core BenefitsCore Benefits
Meet basic security needs of the Meet basic security needs of the 

executivesexecutives
50th percentile for 50th percentile for 

peer grouppeer group
$25,500 $25,500  ROA of 0.75%ROA of 0.75%

Executive BenefitsExecutive Benefits
Enhance basic security needs and Enhance basic security needs and 

meet market standards for meet market standards for 
50th percentile for 50th percentile for 

$24 000 $24 000  ROA of 0 75%ROA of 0 75%Executive BenefitsExecutive Benefits meet market standards for meet market standards for 
perquisitesperquisites

peer grouppeer group
$24,000 $24,000  ROA of 0.75%ROA of 0.75%

Qualified RetirementQualified Retirement
Provide wealth accumulation Provide wealth accumulation 
opportunity for executivesopportunity for executives

40th percentile (3% of 40th percentile (3% of 
salary)salary)

$15,000 $15,000  ROA of 0.75%ROA of 0.75%

3636
Supplemental Supplemental 
RetirementRetirement

Strengthen rewards value Strengthen rewards value 
proposition to help recruit and proposition to help recruit and 
retain executives; meet wealth retain executives; meet wealth 

accumulation needs accumulation needs 

30th percentile 30th percentile 
compared to banks compared to banks 
that have plansthat have plans

$135,000 $135,000  ROA of 0.9%ROA of 0.9%



Measuring the Return on Compensationg p

ROTRI™ROTRI™

R t    T t l R d  I t t™R t    T t l R d  I t t™Return on Total Rewards Investment™Return on Total Rewards Investment™

Measuring the return on your compensation Measuring the return on your compensation 
i t t i t t investment investment 

3737



How much is the Total Rewards 
I t t?Investment?

 Salaries

 Commissions

 Bonuses

 Deferred award accruals (LTIP)

 Core benefits

 Executive benefits

 Retirement contributions

 Payroll taxes

3838



What return do you get on that 
investment?

____%

3939



ROTRI™ Example:p

Capital Account $ 20 000 000Capital Account

Cost of Capital

$   20,000,000

C i l Ch

12%

$ 2 400 000

Operating Income

Capital Charge

$   10,000,000

$      2,400,000

Total Rewards Investment

Productivity Profit

$   25,000,000

$      7,600,000

ROTRI™ 30.4%

4040
(ROTRI™ = Productivity Profit/Total Rewards Investment)



ROTRI™ Example:p

Capital Account $ 20 000 000Capital Account

Cost of Capital

$   20,000,000

C i l Ch

12%

$ 2 400 000

Operating Income

Capital Charge

$   10,000,000

$     2,400,000

Total Rewards Investment

Productivity Profit
$   25,000,000

$      7,600,000

ROTRI™ 30.4%

4141
Variable Pay Plans (Value Sharing) are financed 
from Productivity Profit



Link Company & Employee Goals
l i h f dEmployee “Hierarchy of Needs”

Value Sharing

Wealth Accumulation

Short & Long‐Term Incentive 

Wealth Multiplier Philosophy

4

5

Retirement Planning

Value Sharing

Qualified & Executive 
Retirement Plans

Plans

3

4

Risk Protection

Retirement Plans

Comprehensive, Flexible 
Benefits Plan2

Cash Flow & Living Standard Salary & Bonus1

4242
Clear Pay Philosophy



Li   f Si ht
Margin 

Sales
Growth

Line of Sight

Improvement
Product Improvements

Cost Improvements

Customer Satisfaction

Productivity Improvements

Q li  E l  R i

$ New Value $

Quality Employee Retention
My Job

Responsibilities

Incentive Plan

4343



Rewards to Results

Execution

Results

Execution
(behavior)

FocusFocus

R d

4444

Rewards



What makes a compensation 
t t   f l?strategy successful?

The measure should be whether or not it is 
f lf ll lfulfilling its role
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Key Questions—Value Creationy

f d h If th    i    th  it    Before designing the 
plan, did the company 
clearly define value 

If the answer is yes, then it means 
the plan is only paying out value 
when value has been created–it’s self 
financing   This also suggests that clearly define value 

creation? 
 Does the plan include 

financing.  This also suggests that 
during periods of economic decline or 
stagnation, the plan is self‐
restricting in its payouts. That’s a 

metrics consistent with 
that definition?  

 Does value sharing occur 

restricting in its payouts. That s a 
successful approach.

 Does value sharing occur 
out of productivity 
profit? 
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Key Questions—Philosophyy p y

h h If    d  ffi ti l  t   h  Does the company have 
a clear philosophy 
statement?   

If you answered affirmatively to each 
of those questions, then the 
company is being clear about what is 
willing to “pay for” and is statement?   

 Is the pay philosophy 
communicated 

willing to  pay for  and is 
implementing plans that follow that 
rule. This again must be considered a 
successful approach.

effectively to 
employees? 

 Are the company’s 

successful approach.

 Are the company s 
compensation strategies 
consistent with the pay 

4747
philosophy? 



Key Questions—Market Payy y

 Does the company  If this is the approach being adopted, Does the company 
compare its pay 
strategies to market pay 

f pp g p ,
then the company is using some 
outside metrics to determine if it is 
over or underpaying for certain 

standards? 
 Does the philosophy 

statement define where 

functions. If it likewise offers 
significant upside potential relative 
to the market, within defined value 

ti / h i   t  d fi d statement define where 
the company wants to be 
relative to market pay? 

creation/sharing parameters defined 
in the first bullet point, then it knows 
it has a competitive advantage in 
attracting key producers   That’s also 

 Is an “internal equity 
analysis performed?

attracting key producers.  That s also 
a successful approach to pay.
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Key Total Rewardsy

 Does the company  If a company adopts this framework, Does the company 
market a future?

 Is there a clear & 

f p y p f ,
it is not expecting remuneration to be 
the sole issue upon which attracting 
and retaining key producers is based.  

compelling vision?  
 Is there a positive work 

environment? 

If it pays attention to each of those 
questions, and works hard to ensure 
evaluation and implementation in all 
t i  it  ill b    environment? 

 Are there opportunities 
for personal and 

categories, it will become more 
successful at becoming a magnet for 
the “right talent.” Hence, a total 
rewards approach is a successful professional 

development? 
 Is the financial 

rewards approach is a successful 
one.

4949

 Is the financial 
partnership clearly 
defined? 



Type Your QuestionsType Your Questions
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Special Offerp

O  h   lti   ll  ith   Vi i Li k One hour consulting call with a VisionLink 
principal at no charge

(CEO or other senior leader)

Indicate interest on final survey
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Next Online Seminar:

“Long‐Term Incentive Plans: 
Which is Right for Your 

Company?”Company?

To be held on:To be held on:
Tuesday, September 24 , 2013

5252
7700 Irvine Center Drive, Suite 930  Irvine, CA 92618  949-852-2288

www.VLadvisors.com  www.PhantomStockOnline.com



www.PhantomStockOnline.comwww.PhantomStockOnline.com

5353You can also subscribe to our blog



www.VLadvisors.comwww.VLadvisors.com

5454You can also subscribe to our blog



NOW AVAILABLE!NOW AVAILABLE!
New White PaperNew White Paper

5555Express interest on the final survey



@VLadvisors
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YouTube.com/VisionLinkAdvisors



Thank you for attendingy g

Please complete our brief survey immediately 
following our presentation. 

We value your input.

You may request a copy of our slides WhiteYou may request a copy of our slides, White 
Paper and the 1-hour free consultation time 
with one of our principalswith one of our principals.
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Q&AQ&A
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The VisionLink Advisory Groupy p

Competitive Salary Services Department
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Thank you!

K  GibK  Gib

y

Ken GibsonKen Gibson
Senior Vice President
(949) 265 5703(949) 265‐5703
kgibson@vladvisors.com

Joe MillerJoe Miller
Senior ConsultantSenior Consultant

(949) 265‐5708
jmiller@vladvisors.com
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